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(U) TAIWAN-PRC ECONOMIC RELATIONS 



Summary 

^u J U \ Annual indirect trade between Taiwan and 
the People's Republic of China (PRC) now totals 
about $1 6 billion, three-quarters of which is 
exports from Taiwan. Because many businesses- 
including major Japanese trading companies—are 
becoming more active in pursuing such trade, it may 
continue to grow at an average rate of 15-20 percent 
a year for quite some time. Thus, Taiwan's indirect 

Ifi P 2 r w ? i^ th - P ?L? ay total * 3 b iHion in 1990 and 
$6-8 billion in 1995. prc exports to Taiwan are 
unlikely to exceed $2 billion by 1995 if trade 
continues to be conducted on only an indirect basis. 

(C) Were Taipei to change its current policy 
and permit completely open trade with the PRC, 
Taiwan might export $15-20 billion a year to the 
mainland within 10 years, prc exports to Taiwan 
could rise as high as $5-10 billion. In such an 
eventuality, Taiwan would be able to boost its 
average annual economic growth rate from an expected 
5-6 percent to probably 7-9 percent through the end 
of the century. While the larger PRC economy would 
not gain much in terms of economic growth from 
«m^S C 5 fc 5 ade . w j th Taiwan, the political benefits of 
such trade might strengthen the hands of those 
favoring economic pragmatism and, thus, indirectly 
help to sustain high rates of growth on the 
mainland. 
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Overview 



p (C) While the authorities on Taiwan forbid 
their people to trade directly with the PRC, 
Belong encourages trade with Taiwan and admits 
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Taiwanese goods duty free. Indeed, the term "indirect trade- is » 
Ji«i*dWM din *;,. " thoa 9 h Taiwan's entrepreneurs do not nego- 
tiate directly with their counterparts in the PRC, thev aenerallv 
Sl k ?^ n9l 5. With intermediaries in Hong Kong and elsewhere? * 

rai»J n C Lx°lu th ZJ 1 ' 6 billion annual indirect two-way trade between 
InrZ « " d •?? c £ ln «" mainland, 60-70 percent is conducted through 

Association 1 ^ ^"•J"?^ 9 ° ing thr ° Ugh Ja ? an ' ■•*«$ of the ' 
Association of Southeast Asian Nations (ASEAN), and via clandestine 
exchanges among fishermen in the Taiwan Strait (see table p? 3" 

"iftnn^-?^ ce J"ble statistics show Taiwan exported about 
fboSt *200 mn?<n he - PR - Via H ° ng K ° ng in ""and took Sack 
textii! SSh ili n - X 3 lmp ?" s - Exports have been largely 
■ i2rtJ?«? « industrial inputs, building materials, and 
aar!cSltur a ? ^ U 2 er . 9 ° 0dS : u Im P orts have consisted mostly of 
mediciies" >? roducts ' and herbs and traditional Chinese 

"!'!? e ' ia Okinawa, Singapore, and other ASEAN ports is diffi- 

onJL t f , ; ntl£y ' BU 3 many ^iPPing firms serve all the 
ports of the area, and it is possible that $300 million is 
channeled through these portsT minion is 

" _PR ^ S" icia i s in Fu 3ian Province claim that some 2,000 Fuiian 
and Taiwan fishing boats engage in trade on the high seas 
fndn^ trad ? inv ° lves a !««• variety of agricultural and 
miinoni yea? S ^ allegedl * totaUanother *300- P lus 

becoming more venturesome in indirect trad^T TheU growing activ- 

sma!?' ™™? W1 J h the conti nually expanding operations of the 
small regional entrepreneurs who traditionally have led the 

owing in part to prc efforts to restrain 6d alm ? St 3 ° P ecce nt~ 
cL^ Intecnati °" a i «°netary 'rund " "gram ^^Tll'UrtMT^ 

In 1985, such exports were up another 85 percent. level. 
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(U) Estimated Taiwan-PRC Trade 
(US? millions) ' 



1979 



1980 



1984 



1985 



Taiwan exports to 
PRC via: 

Hong Kong 

Fishermen 

Other 



PRC exports to 
Taiwan via-: 
Hong Kong 
Fishermen 
Other 



21 


242 


430 


800 


39 


100 


140 


250 


10 
70 


58 
400 


130 
700 


250 
1,300 


56 


78 


130 


200 


24 


30 


45 


50 


10 


22 


45 


50 


90 


130 


220 


300 



Total two-way 

trade via: 
Hong Kong 
Fishermen 
Other 



77 

63 

20 

160 



320 

130 

80 

530 



560 
185 
175 
920 



1,000 
300 
300 

1,600 



Trade and Growth 

— i JV If , ex f stin 9 political restrictions imposed by Taipei were 
rr^n^L^^V 3 C0Urse 0f action that » as Win Ejected by 
next 3-5 vears? ta ?2 P lenum and is n0t likel * to be adopted in the * 
next j b years), the economic potential for expanded PRC-Taiwan 
trade could greatly prolong Taiwan's record-setting pace of economic 

1952 h kn* T *lT n ' S P ?P ulation has 9" W n from 8 to 19 mUUon since 
1952, and its export-oriented economy has averaged 8.7 percent a 

UnLlt ? r ° S f national Product growth. That appears to be the 

9 / 7 S 2 f economic ^ owth ° v ^ a 33-year period of any medium- 
or large-sized economy in the history of the world. Only the 

faster "over^hr^ 5 ° h f . Sin 9 a P ore ™ d Hong Kong have grown marginally 
caster over the same timeframe. 

exceeds^i^nn 31 ^'^ 60 ^ ^ matuces ~its per capita GNP now 
Mnn?n« ; 3 '2 Q0 "the US and Japan may increasingly resist a con- 
tinuing high rate ot growth in imports from Taiwan. If so, the 
island s economic growth rate is likely to decrease, unless other 
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pm?^* 1 marke t s can be expanded. Most less developed countries and 
European markets are not good candidates for expansion because they 
are limited by debt problems and trade barriers^ 

howpvir* a !5 e «J2- g ? ?? d gr ? win 9 PRC market has no debt problems, 
?onfyf?'u and ° fflclall Y welcomes goods from Taiwan. Consulate 
General Hong Kong reports: 

"Beijing appears to be placing more importance on its trade 
with... South Korea and Taiwan. The success of these newly 
industrializing Asian economies has given them the kind of 
intermediate technology that China considers appropriate for 
its development needs and is eager to acquire." 

nm^i°! / re f en t Projections by Data Resources, Inc. (ORI) and 
?*™f in <^ cate ^e PRC's GNP in 1995 will be almost twice as 
large as the present United Kingdom economy or about equal in size 
curbed L e nr. nt ^ St German econom y- Although the PRC recently his 
SnH ?qq^ P °! con f uraer goods— because trade deficits in 1984 

" i?^.? reW ^tremely rapidly-its long-term plan is for steady 
and significant growth in trade through the end of the century. 

to oro^r^fn?^ cate ?? ries o f exports from Taiwan that are likely 
to grow rapidly—particularly in the event of direct trade— 
include chemicals, textile inputs and machinery, industrial 
^!" erS \ maC ^ ine tools ' P um P s ' agricultural machinery, motor- 
cycles, automotive parts, construction materials, communication 
If nt ' electrical-power apparatus, canned goods, and dairy 
fjj ^ °* her * ide of the ledger, the PRc'could poten- 
cy} Y «n P f * ^^J*" 6 ™°* nts of grain, soybeans, cotton, 
coal, oil, and mineral products to Taiwan each year. 

(U) Trade Balances 

hra , T a h ! PRC views Taiwan as a part of China and sees increased 
trade as a step toward eventual reunification. It is likely 
therefore, that the PRC would tolerate a large bilateral deficit 

to llllnll Xt * WOrl ? W J de CUrrent acC0Unt was in surplus or close 
have i?Sn?;i«^ rent f0 5 ecasts bv DRI indicate that the PRC will 
1990<i 9 SSnio 5 fc current ^count surpluses for the decade of the 
1990s. Those forecasts assume no direct trade with Taiwan but 
imply that indirect imports will be $6-8 billion in 1995? 

nsin "? re dire ^ trade t0 develop, the PRC probably would still 

i? ?™i^V° rldWl u e SU J P1US 0n its 1995 curre nt account, even if 
, orted as much as $20 billion from Taiwan. Likely moderate 

ncreases'in^^r^'f 1 ^° rtS fCOm ° ther nations and^erate 
ior^fr ex P° rts ^ Taiwan would leave the PRC with a 1995 

±9 bil o n C !" ent aCC0Unt SUrplus of as much as $4 billion-versus 
$y billion as now forecast. 
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In this scenario, about 15 percent of Taiwan's exports (or 
9.5 percent of GNP) would be flowing to the PRC, and Taiwan would 

to^that o? C ,» 0U9h ^ y ?L? er ° ent of P « C i-nPorts-or a sharHqual 
*? fShn • JapM }2 1985 - Pote "tial PRC exports to Taiwan of 
$5-10 billion would account for about 4-8 percent of Taiwan's 
imports and equal 2-5 percent of Taiwan's GNP. '"""n s 

Potenti al Benefits of Open Trade 

arw^LS* £ he ourten "y expected 5-6 percent average annual 
(plr caPitI' G Spr?n ^ U " achiev V ne P'^ent OS standard Sf living 
years it anflnir 35 yea " and dra « even with the OS in about 75 
OS tan rt »H ir ,~ P Z rc ! n ^ rate of 9" w th, Taiwan would achieve present 
Whil» ?? f- „ ?-! b ? Ut J 5 yearS ' and e< l ual ity in about 35 years. 
rill :%ir « K Uk fi y that TaiWan could na intain an 8-percent growth 
"' f or , ano ^« 35 y ears ' the point remains that the longer it can 

(These prelect?™* " te the f ^ SC lt Wil1 a PP'°*oh OS standards 
(Tnese projections assume annual population growth of 1 1 percent 

3?3 SirS2»£"? 1 '° Per ° ent in the ° S ' P1US ann U al th S GNp-growth e of 



of Taiwin and a it^ fr!-! 00 ??^ °!- the PRC iS much lar ^- than that 
il n2i S • s trade alternatives are more numerous, an increase 
in PRC- Tai wan trade is not likely by itself to have much of an 

trfde b^nas'lff' S / ate ° f ? t0Wth - T ° the "tenttSat expanded 
„n a fL b f S? ? S geological resistance, however, and a better 
understanding of the market-oriented development policies TaiwL 
m«a!na?lv C hpfo U J ly PU 5 Slled T r the *•"«.<*. "hole process m?ght 
pragmatism in'the^Rr 31 " "* Stren * then — " and'political 9 " 

•.frahinL T ^ PR ?. ,Bi ? nt find particularly attractive Taiwan's 
strategies for stimulating savings, constraining inflation „,irin» 

s«vicina d tf ribUt J ng l0anable f " ndS ' n.ainta?n^g 1 ;o„ at eb?' PriC1 " 9 
PRC taUorln^V 3 ' 103 ' a " d st ^cturing customs duties. If the 
PRC tailored such strategies to its own situation and otherwise 

recenrpat ernTf° V6 its . econom ^ Policies, it'cSu'd sustaiTits 
of C th n e Itllr^lrir^ ?L°t th hree decays .° haUen9e "» "«"" 



Political Considerations 
(C) 



=„ c) -J C i The large PRC eco nomy and its tightly controlled social 
f?o^rf a ^f "° o^ectively significant economic or security risks 

« ^ expanded, completely open trade with Taiwan Succels- 
bolster a h» n Ll a ^ an lnt ° nocmaliz ing trade would significantly 
prc ?f™ h ?„ ° Stl ° P ° Wer and P"stige of the pragmatists in the 
Hm™ 9 " y because it would be seen as a step toward reunifi- 
cation* opponents of reform, on the other hand, might seize unon 
the threat to Communist social objectives from expolure to the P 
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m"or--Is C oa^ o^h^V^* 16 ° n Tai «""no matter how 
minor as part of their challenge to the praqmatists Th« * a f**>. 

the issue of trade or cultural interaction with Taiwan, however! 
to?aUy evil $™»5..i*? de 5 8 °" TaiWan VieW the c °"™"nist Parcy as 

policymakers in arguing against the opening of trade: 

"^.f e 2 r that Taiwan, s highly mobile, accessible, and frac- 
iaiwan strait grew significantly. 

"?he y oo!?tical t a ^ iWan,S ? ma ^ er econom r would bec °»e tied to 
wor= P ? X and economic fluctuations of the PRC if Taiwan 

GNp e to°tne P PHC S Ivef?^ 191 sha " (e -^ 15 Percent ofTts 
, ' co cne PRC - Even the current 3 percent of exDort<: nr 
1.5 percent of GNP going to the prc worries key Taiwan °nn™ 
nakers, and they could well move to tlsltlU indirect trade Tf 
it^ontinues to boom (it grew almost fourfold Serpen J^3 and 

~2?JpSrS cease E^\E.!%ft& ^la^worlh %"°" 
llZinli '""l* 1 eXP ° rtS ' TaiWan would have dl«lcu°ty f°ndi nq 

< u > The Open-Trade Debate 
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d^ Y u ay ,^ he P^sibility of trade with an increasingly pragmatic 
PRC should not be dismissed out of hand. They argue that the 
faster economic growth derived from open trade with the PRC not 
only would generate higher consumption, plus investment in plants 
producing for export, but also would permit greater investment' in 

a h nd U ^w't^b a „ d iogL h s°? 1S ' BMBit ' 1 " ^r.toJi-. "■^"oFSlnt."., 

to n,^^ 8 ?^ 9 - h - iSSUe of P° ssib l e fluctuations in trade owing 
Mi-S- i* decisions or turmoil on the mainland, Taiwan's advo- 
cates of open trade argue that the authorities on Taiwan could 
insulate the island against the more serious results of sSchf luctu- 
t a^with'^RC^osTa^ ^""^."relgn excise reserves"*" 
lie t„ i«Vn£»? i ?! /" (b) re< 3 uir mg firms trading with the 

substantia? tr" d i°r»^- /e9Ui -L catios ' stron * balance^heets, and 
suDstantial trade relations with other markets. 

Taiw a n he n e .-h» V f a b K e 2 relativel y open seminars on these issues in 
Taiwan in the last few years which have been fairly well covered tw 

strongest possible terms, that increased ttaoTwUh the PRC could 
greatly benefit Taiwan's economy and be carried out in a safe 



On the other hand, several well -publicized arrests and trial* 

the b P lc- e reSorte d ?v fiSh ? r S en "plating large direct dea?s w th 
tne PRC— reportedly including investments in plant— have forestall ad 
any vigorous movement to liberalize trade. forestalled 



(C/NF) Outlook 



If the PRC continues its current, relatively Datient af nn,j. 
toward eventual reunification and also continues its Progress 
toward internal political stability and economic pragmatism KMT 
leaders probably will acquiesce indefinitely ?n the moderate rate 

ear r or\he ^t^ a ^? d ^L^ h -L^ e rrStro^gr 2 <*„ ' 
b^Taiwanlor K. rcr^^?. .^ ^ ^ U-i/to^^ncttoned 
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